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Directors’ Report 
to the Shareholders 


With the prior removal of unprofitable divi- 
sions, 1979 was a year in which your 
management could direct its full attention 
to the ongoing business of your company. 
The results are both evident and gratifying. 
Your company, in 1979, also continued the 
sales management training programs insti- 
tuted earlier; which programs have put in 
place competent mid-management which 
can provide the necessary leadership for 
the expansion of your company in Canada 
and the United States. Your company has 
both the facilities and the personnel, in 
place, to expand its sales and its sales 
people. 


In 1979 the Cantol name and products 
were introduced to Australia by a license 


arrangement with an Australian chemical 
manufacturer. Already the sales in Australia’ 
are ahead of forecasts and your company 
earned franchise fees in excess of the 
minimums expected for the first year’s 
operation. We are actively pursuing other 
such arrangements in other areas of the 
world. 


During 1979 your company tested the area 
of telephone sales and are currently ex- 
panding the telephone sales division to pre- 
pare for full operation across Canada by 
1981. 


We are thankful for your continued support 
and would also express our appreciation to 
our entire staff. 


For the year ended 
December 31, 1979 


See accompanying notes to consolidated financial statements. 


Consolidated (with comparative figures 
Statement of Earnings for 1978) 1979 1978 
Sales $8,454,829 $7,586,316 
Royalties (from Australian licensee) 31,300 — 
8,486,129 7,586,316 
Operating costs and expenses 
Cost of sales, selling, general 
and administrative expenses, 
except for the following: 7,730,887 7,179,347 
Depreciation and amortization 70,625 80,388 
Interest 
Long term debt 40,714 14,509 
Other 120,841 102,237 
7,963,067 7,376,481 
Earnings before income 
taxes and extraordinary 
items 523,062 209,835 
Income taxes (note 2) 
Current 230,800 87,200 
Deferred (reduction) — ( 1,900) 
230,800 85,300 
Earnings before 
extraordinary items 292,262 124,535 
Extraordinary items (note 3) 196,000—_ ( 175-000). 
Net earnings (loss) $ 488,262 ($ 51,465) 
Earnings (loss) per share 
Before extraordinary items 59 $ Le1S 
Extraordinary items -40 ( .35) 
Net earnings (loss) .99 ($ .10) 
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Consolidated 


As at December 31, 1979 
(with comparative figures 


Balance Sheet for 1978) 1979 
Assets 
Current 
Accounts receivable $1,434,693 
Inventories (note 4) 733,229 
Income taxes refundable _ 
Prepaid expenses and other 
assets 141,176 
2,309,098 
Fixed 
Accumulated 
Cost Depreciation 
Costs related to future plant 
facility (note 9 (c)) $ 45,491 $ — 45,491 
Machinery and equipment 397,099 275,038 122,061 
Leasehold improvements 141,612 84,942 56,670 
$584,202 $359,980 224,222 
Other — at cost, less amortization 
Goodwill (note 1(e)) 1,431,918 
Deferred charges (note 5) 30,594 
1,462,512 
$3,995,832 


Auditors’ Report to the 
Shareholders of Cantol 
Limited — Cantol Limitée 


See accompanying notes to consolidated financial statements. 


We have examined the consoli- 
dated balance sheet of Cantol 
Limited — Cantol Limitée as at 
December 31, 1979 and the 
consolidated statements of 
earnings, contributed surplus, 
deficit and changes in financial 
position for the year then ended. 
Our examination was made in 
accordance with generally 
accepted auditing standards, 
and accordingly included such 


tests and other procedures as we 


considered necessary in the 
circumstances. 


1978 


$1,424,605 
845,876 
11,910 


183,627 
2,466,018 


133,620 
64,039 
197,659 


1,405,747 
48,873 
1,454,620 
$4,118,297 


In our Opinion, these consoli- 
dated financial statements pre- 
sent fairly the financial position 
of the company as at December 
31, 1979 and the results of its 
operations and the changes in 
its financial position for the year 
then ended in accordance with 
generally accepted accounting 
principles applied on a basis 
consistent with that of the pre- 
ceding year. 


Soberman Isenbaum & 
Colomby 


Chartered Accountants 


Toronto, Canada 
March 21, 1980 


As at December 31, 1979 


Consolidated (with comparative figures 
Balance Sheet for 1978) 1979 1978 
Liabilities 
Current 
Bank indebtedness (note 6) $ 504,989 $ 924,167 
Accounts payable and accrued charges 854,716 1,044,125 
Income taxes payable 7,763 — 
Current portion of long term debt 138,558 61,928 
1,506,026 2,030,220 
Long term debt (note 7) 180,367 266,900 
Shareholders’ Equity 
Capital stock 
Authorized: 1,500,000 common shares with 
a par value of $0.20 each 
Issued: 493,205 common shares 98,641 98,641 
Contributed surplus 2,439,093 2,439,093 
Deficit ( 228,295) ( 716,557) 
2,309,439 WeOeal ltl, 
$3,995,832 $4,118,297 


Approved on behalf of the Board 


\s-—. 


Director 


Director 
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Consolidated Statement of 
Contributed Surplus 


For the year ended 
December 31, 1979 
(with comparative figures 
for 1978) 


Balance, beginning of year 


Dividend paid out of 1971 
capital surplus on hand 


Balance, end of year 


Consolidated Statement of 
Deficit 


For the year ended 
December 31, 1979 
(with comparative figures 
for 1978) 


Balance, beginning of year 


Net earnings (loss) 


Balance, end of year 


See accompanying notes to consolidated financial statements. 


1979 
$2,439,093 


$2,439,093 


1979 
($ 716,557) 

488,262 
($ 228,295) 


1978 
$2,685,695 


(246,602) 
$2,439,093 


1978 
($ 665,092) 
(51,465) 
($ 716,557) 


Consolidated Statement of 


Changes in Financial Position 


For the year ended 

December 31, 1979 

(with comparative figures 

for 1978) 1979 1978 


Source of funds 


Earnings before 
extraordinary items $292,262 $124,535 


Add charges (deduct credits) 
not requiiring funds 


Depreciation and amortization 70,625 80,388 
Deferred income taxes _ (1,900) 
Funds provided by operations 362,887 203,023 


Reduction in current income 
taxes as a result of 


loss carry forward 196,000 84,000 
Bank terms loans 7,000 193,500 
565,887 480,523 
Use of funds 
Reduction of long term debt 121,137 29,921 
Net additions to fixed assets 77,476 42,062 
Dividend paid — 246,602 
198,613 318,585 
Increase in working capital 367,274 161,938 
Working capital, beginning 
of year 435,798 273,860 
Working capital, end of year $803,072 $435,798 


See accompanying notes to consolidated financial statements. 


Cantol Limited-Cantol Limitée 


Notes to Consolidated 
Financial Statements 


1. Summary of significant 
accounting policies 


2. Income taxes 


December 31, 1979 


(a) Principles of consolidation 

The consolidated financial statements include the 
accounts of the company and its wholly owned 
subsidiaries. All significant intercompany accounts 
and transactions have been eliminated. 


(b) Exchange translation 
The accounts of the company’s U.S. subsidiary are 
translated into Canadian dollars on the following 
basis: 
( i) Current assets and current liabilities at the 
year end rate of exchange, 
(ii) Other balance sheet accounts at historical 
rates of exchange, and 
(iii) Income and expenses (except for 
depreciation and amortization) at the 
average rate for the year. 
The exchange adjustment arising from such 
translation has been reflected in earnings. 


(c) Inventories 
Inventories are valued at the lower of cost (ona 
first-in, first-out basis) and net realizable value. 


(d) Depreciation 

Depreciation is provided in the accounts on the 
straight-line method over the estimated useful lives 
of the fixed assets, as follows: 


Machinery and equipment — generally 

8 to 10 years 

Leasehold improvements — over the unexpired 
terms of the leases. 


(e) Goodwill 

Goodwill amounting to $1,371,019 arising on 
acquisitions prior to 1974 is recorded at cost 
without amortization. Goodwill arising on 
acquisitions subsequent to 1974 is being amortized 
over 40 years. If it subsequently becomes apparent 
that there has been an impairment in value, it will 
be appropriately written off against earnings. 

As aresult of the contractual adjustment referred 

to in note 7(a), goodwill acquired during 1977 has 
been increased by $27,604. 


(f) Deferred charges 

Costs incurred prior to 1979 related to certain 
activities of the U.S. subsidiary are being amortized 
on a straight line basis, as follows: 


Preproduction and start up costs — 
over 3 years 

Customer lists and acquisition costs — 
over 5 years 


Research and development costs of a continuing 
nature are charged to earnings in the year in which 
they are incurred. 


(g) Leases 

The company’s leases are considered as operating 
leases and are expensed in accordance with the 
terms of the lease agreements. 


At December 31, 1979, there are loss carry 
forwards for income tax purposes aggregating 
approximately $1,450,000 available for deduction 
against future years’ profits. These loss carry 
forwards expire as follows: 


3. Extraordinary items 


4. Inventories 


These consist of: 


Reduction in current income taxes as 
a result of loss carry forward 


Loss of investment in Flexsteel 
Industries (Canada) 


These consist of: 


Raw materials and work in process 


Finished goods 


1981 $ 320,000 
1982 1,110,000 
1984 20,000 
$1,450,000 
1979 1978 
$196,000 $ 84,000 
= ( 260,000) 
$196,000 ($176,000) 
1979 1978 
$333,282 $418,702 
399,947 427,174 
$733,229 $845,876 


5. Deferred charges 


6. Bank indebtedness 


7. Long term debt 


These consist of: 


Customer lists and acquisition costs 


Preproduction and start up costs 


Current bank indebtedness and the bank term 
loans are secured by accounts receivable and a 


1979 1978 
$ 30,594 $ 41,391 
= 7,482 
$ 30,594 $ 48,873 


fixed and floating charge on all other assets. 


1979 1978 
Bank terms loans 
2% above lender’s prime rate, 
in instalments to 1983 (c) $160,000 $200,000 
13/4% above lender’s prime 
rate, in instalments to 1981 33,500 51200 
3'/4% above lender's prime 
rate, in instalments to 1981 21,000 — 
Note payable, without interest, due 1981 
(less allowance for imputed interest 
at 7%) (a) 104,425 77,328 
318,925 328,828 
Less principal payments due within 
one year 138,558 61,928 
$180,367 $266,900 


(a) The note payable may be reduced should the 
pre-tax earnings of the Amchem division acquired 
during 1977 not reach specific levels during the 
three year period ending December 31, 1980. The 
1979 adjustment has restored the price reduction 
of $27,604 (U.S. $25,000) recorded in 1978. 


(b) Payments 
Payments required to retire long term debt are as 
follows: 


1980 $138,558 
1981 100,367 
1982 40,000 


1983 40,000 


(c) Restrictions 

The provisions of the bank term loan places 
restrictions on capital expenditures, dividend 
payments or other substantial withdrawals. 


Canto! Limited-Cantol Limitée 


8. Remuneration of 
directors and 
senior officers 


The total remuneration paid or payable by the 
company and subsidiaries to its directors and 


9. Commitments 


(a) Long term lease 

The company is committed under a long term lease 
which expires in 1984. Minimum rental (exclusive 
of taxes, insurance and maintenance costs) for the 
next five years under this lease is approximately 
$80,000 annually. 


(b) Contractual obligation 

During 1978 the company agreed to pay royalty 
fees for the period from 1978 to 1985 in the fixed 
sum of approximately $670,000 (U.S. $600,000). 


senior officers amounted to $492,200 in 1979 and 
$488,800 in 1978. 


The amounts ($103,000 in 1979; and $87,000 in 
1978) are charged to earnings as they are paid. 


(c) Future plant facility 

The company’s U.S. subsidiary has entered into an 
agreement to acquire land for the site of its future 
plant facility. The balance on closing of approxi- 
mately $132,000 (U.S. $113,000) is due in 

June 1980. 
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